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February 1974

Chinese Economic Pruspects for 1974-75

Key Judgments

In 1974 and 1975, the last two years of the Fourth Five-Year Plan, the Chinese
. cconomy will move forward at a moderate pace, forging closer tics with the United States,
Japan, and Western Europe.

Investment

The great new spurt of interest in foreign cquipment and technology -- China
contracted for US $1.2 billion worth of Western industrial plants in 1973 - will color
the investment scene for the remainder of the decade. The domestic political difficultics
of the first two months of 1974 could upset this process, although, on balance, we think
new contracts will continue te be signed through 1974-75.

food Imports

The record 7.5 million matric tons of grain imports of 1973 (us contrasted with
a4 normal § million tons) will be more than matched by imports already arranged for
1974, The US share in both ycars is more than 4 million tons.
Forcign Debt

In order to finance its expanding imports of capital plant, Peking has relaxed its
longstanding policy of no foreign debt although not to the point where debt servicing
will be burdensome.
Agriculture

Agricultural production in 1974-75 will again benefit from increased inputs from the

maodern sector of the cconomy = chemical fertilizer. pumps. pesticides, tractors, and the
like.

Note: Comments and qucrics regarding this memorandum are welcomed. They may S

directed to of the Office of Fconomic Reswsrch, Code 143,
25X1A
25X1A
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Population Pressure

Even though Pcking is vigorously promoting population contrel measures, they will
have little cffect on demographic rates in the near term, and population will continue
to push against the means of subsistence.

Petroleum

The pace of expansion of the rapidly growing petroleum industry was further
accelerated in 1573 when production accelerated at three new ficlds, China, onc of the
few major cconomics with ample petrolecum to meet domestic requirements, exported
20,000 b/d to Japan in 1973 and will raise that figure to as much as 100,000 b/d in
1974. In contrast, coal, which accounts for 80% of all primary cnergy produced in China,
will remain in tight supply.

Military Production

Growth in military production will depend mainly on the rate at which the Chinese
decide to develop their strategic offensive missile forces and the extent to which the aircraft
industry rccovers from the production cutbacks of the past few ycars.

Perspective

Whereas Ching, in the next few years will be drawing still farther ahcad of other
major less developed countries such as India, Pakistan, and Indonesia, the PRC probably
will not be gaining ground on the high-technology cconomics.

A Caveat

These judgments about Chinese cconomic prospects for 1974-75 rest on an analysis
of important policy changes made in Peking in late 1972 and early 1973 - for example,
changes i the policies toward imports of food, reliance on foreign equipment and
technology, and borrowing from abroad. These new policies have a strong momentum
that ought to carry through the next two years. Yet straight-line projections of Chinese
cconomic affairs are hazardous in view of past cconomic reverses caused by sudden political
upheavals.®

*  Undauified economic indicaton fot the Chinvse economy are premnied on pape 1 in the teal. For a Selachable
wopy of theve unclardfied dsts, woe the ling page of thiv memorsndum,
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DISCUSSION

1. In spitc of unfillcd top administrative posts and intensificd
political wrangling, the Chinese leadership was able to make some key
cconomic decisions in late 1972 and carly 1973,

e To offset the poor 1972 harvest and to maintain food and
cloth consumption, the government  sharply  increased
imports of grain and cotton;

. e In order to boost capacity for the production of chemical
fertilizers and artificial fibers and to give a fillip to industrial
modernization, Peking quickly consummuated negotiations for
an unprecendented number of expensive Western industrial
plants; and

e  The autarchic policy of no forcign indebtedness was tacitly
relaxed when Peking arranged to finance two-thirds of jts
purchascs of industrial plants through deferred payments.

2. These decisions came near the middle of the Fourth Five-Year
Plan (1971-75). Policy at the onsct of the plan had stressed cconomic
self-sufficicncy, the rapid but controlled development of small-scale
industry, the continuation of strong support to the agricultural scctor. and
the balancing of rising imports by rising cxports. Early in the plan,
substantial catchup gains in the cconomy were made by taking up the slack
in the cconomy caused by the Cultural Revolution. Later, even without
the help of published statistical data, observers of the cconomy could sense
that problems were piling up for the Chincse Icadership, such as (a) the
pronotinced drop in agricultural production in 1972, (b) the strain on raw
materials and labor supply attributable to the proliferation of small plants,
(¢) the inability to move forward as smartly as scheduled in clectronics
and other high-technology ficlds, and (d) lags in investment in the extractive
industrics.

3. The subscquent changes in policy have a momentum that will
carry into 1974-75 and beyond. Three-year grain contracts with Canada,
Australia, and Argentina extend into 1976, The modern plants now being
ordered will not come on stream untii the late 1970s. and debt servicing
will affect the Chinese balance of paynieils for several years to come. A
formidable political tide would be required to wash out these new policics
with their obvious momentum. Nonctheless, the advanced age of the niling
duumvirs and the past history of violent political struggle in China suggest
caution in relying beavily on any straight-line projection of cconomic
developments over the next few ycars.
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Agriculture

4, In the first 13 yecars of Communist rule, the agricultural sector
was largely left to shift for itself ~ that is, to gencrate its own investment
and to obtain increased output through the rationalization and
collectivization of production. After the three disaster years of 1959-61,
when this policy had come a cropper, Peking made an about-face and began
to supply large and growing amounts of irrigation cquipment, chemical
fertilizers, pesticides, and better sceds to the agricultural sector. This new
agricultural policy, which is cssential to providing food and cloth to the
vast population of China, continued unabated through 1973.

‘ 5. The agricultural scctor had a fairly good year in 1973, with output
up about 6% above the low levels of 1972, The fuzzy official claims for
grain production appear to put production at a record level, as follows:

Million Tons
1971 246
1972 236
1973 250

The comeback in grain production in 1973 is attributable to increases in
acreage sown to grain, 10%-20% increases in chemical fertilizer and other
atodern inputs to production, and unusually good harvesting conditions
during the fall.

6. Prospects for increased production of grain in 1974 and 197§
arc only fair, laying aside the question of weather, which remains the
dominant short-run factor. The really big improvements in yicld will not
be forthcoming until 1976 and after, when (a) the 11 Jarge fertilizer plants
now on order from abroad start coming into production, and (b) new higher
yiclding varictics of sceds are more widely distributed,

7. In the interim, the regime has increased its annual imports of
grain from a normal S million tons to 7.5 million tons in 1973 and to
about 9 million tons in 1974, Peking has concluded multi-ycar contracts
with three major suppliers - Canada, Australia, and Argenting ~ for grain
imports through 1976 to bridge this transitional period. The United States
supplied 4.1 million tons of China's imports in 1973 and will supply at
Jeast another 4.6 million tons in 1974, Beyond 1974, the United States,
as o residual supplier, presumably will be asked to meet requirements that
China's older scurces of supply cannot fill. Grain imports into China during
1971.74 me as follow (million tons):

United
Year Total States Canada Australia Argentina
1974 3.0 30 Neg.
1972 48 00 19
1973 7.5 4.1 2.8 08 0.1
1974 (contracts) 8.7 4.0 20 1.3 0.8

3
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8. Production of industrial crops in 1973 rebounded from the
depressed levels of 1972 yet remained inadequate for Chisa's needs.
Domestic output of cotton had to be supplemented by the import of more
than 2 million bales (480-pound bales) in the 1972/73 crop ycar. Chincsc
officials express intercst in importing 1 million to 2 million bales annually
in 1974-76. Because some cotton acreage has been lost to grain, cotton
yiclds are being pushed up mainly by larger amounts of chemical fertilizer.
Furthermore, among Peking's recent purchases of foreign industrial plants
are several artificial fiber plants, which will lighten the burden on agriculture
in the latc 1970s by reducing the demand for natural fibers, Soybeans and
oilsced crops did better in 1973 than in 1972. China, which had become
a heavy importer of soybecans and vegetable oils in 1973, is beginning to
return to cxporting soybeans.

Industry

9. Industrial production apparently incrcased about 8% in 1973, the
same rate of advance as in 1972, The estimate of a (for China) mediocre
growth rate - which was distinctly below the hopes of the leadership --
is based on thc following considerations:

e The abscnce of concrete stotistical claims by Peking at
yearend and the sober tenor of the articles published about
industry;

e Complaints about the failure to completc major new
additions to capacity in basic industrics, such as coal, iron
ore, steel, cement, and clectric power;

e A slowdown in the construction of small plants and the
shutting down of a number of small plants as technologically
inefficient; and

e Scrious shortages of raw matcrials for light industry caused
by the poor crops of 1972,

Petrolcum Prospects

10. In contrast to the lacklustre performance of industry as a whole,
the pace of cxpansion of the rapidly growing petrolcum industry was
stepped up cven further in 1973, Production at the Ta-ching field in the
northeast continucd to be vigorously pushed, and new fields = siotably
Shengli in Shantung Province, Ta-kang in Hopei, and Chicen-chiang in
Hupei ~ accelerated production, Increased production was sufficient not
only to mcct rising domestic demand but also to provide increasing
quantitics for cxport. Important progress was made in upgrading
transportation and port facilities for export. At yearend 1973:

4
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e A pipeline connecting the Ta-ching ficld with Dairen, the
major port in the northeast, was 80% complcte;

e  Fucilitics for handling petroleum had been constructed at
the port of Chin-huang-tao on the castern shore of the Pohai
Gulf;

e  Other harbors were being deepened to accommodate farger
tankers; and

e  Larger tankers were being added to China's tanker fleet.

I1.  China cxported 20,000 b/d of petroleum to Japan in 1973 and
will expand shipments to as much as 100,000 b/d in 1974. OId ficlds and
newly exploited ficlds will provide China with all the oil needed for domestic
usc and with additional quantitics for export. The limitation on the growth
of productior over the next few years is production cquipment and
transportation facilitics ~ not natural resources or technology. At the
moment, the Chinese are negotiating with US and Japanesc firms for oil
cxploration and drilling cquipment, pipelines, and petroleum loading
cquipment,

12.  China will be able to increase output rapidly from known on-shore
ficlds during the next scveral years. As the country moves into offshore
ficlds, technology will bzcome a more critical factor, particularly in the
deeper waters of the East and South China Scas. Peking is showing a greater
interest in both purchases of offshore exploration and drilling cquipment
and cooperative ventures with foreign firms for the exploitation of its
offshore deposits.

Other Industrinl Branclics

13. Coal, which accounts for 80% of all primary energy prodiced
in China, will continue to be in tight supply in 1974-75. Recent incre zses
in output have been possible only because existing facilitics have been
operated intensively, sometimes under conditions of rupidly diminishing
returns. Construction of new modern mines has been insufficient to keep
abreast of industry's cver-growing demand for coal.

14, In the clectronics industry, the product mix is being broadencd
from predominantiy military output toward increased support of peneral
industrial modernization and consumer products. This trend, which will
continue into  1974-75, includes the modernization of China's
telecommunications systems and television broadcasting ar.d transmission
facilitics, the provision of testing and mcasuring cquipment for industry,

S
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the development of more advanced gencral-purpose computers, and the
supply of larger quantitics of radios and television scets.

15. In military production, the sharp rise following the Cultural
Revolution has come to a halt. For rcasons that are not yet clear, overall
military production in 1972-73 declined by perhaps 20% beiow the peak
1970-71 level, Cuts in the production of military aircraft — particularly
the MIG-19 jet fighter and the TU-16 jet medium bomber - account for
most of the decline, The extent to which aircraft production recovers and
the rate at which the Chincse decide to develop their strategic offensive
missile forces largely will determine the rate of increase in military
production in 1974-75.

16,  Aggregate industrial production in 1974-75 will advance in the
neighborhood of 8% annuully if present ¢cenomic policy continues. Among
the fast-growing industrics arc oil, chemical fertilizer, and clectronics.
Among the laggards arc coal, iron ore, basic steel, cement, and cotton
textiles. The large new wave of foreign cquipment, which is to spur the
modecrnization of China's industrial scctor, will have its greatest impact on
output in the period beyond 1975,

Industrial Technolegy

17.  China made substantial gains in industrial technology in 1973,
and these gains will be extended in 1974-75:

e  Press announcements, cven when discounted for puffery,
reflect  creditable  technological advances in  electronics,
machine tools, metallurgy, and other industrial branches;

e The steady stream of imported cquipment and technology
is being effectively absorbed into the cconomy and is being
supplemented by increasing domestic ability in industrim
design and laboratory cexperimentation:

e  Continuing on-the-job experience of thousands of engineers

and technicians has built up a technical tradition almost
unknown to pre-Communist China;

e The rcformed cducational system, with its cmphisis on
practical knowledge and work discipline, is favorable in many

respects (o short-run cconomic advances;

e A sccond track exists Tor bright young scientific prospects
who pursue fairly rigorous academic training and are

6
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brought into rescarch institutes for advanced training; the
most talented of these younger people probably will serve
in the long run to replace the aging corps of top
Western-trained scientists; and

e China still has the opportunity for many low-cost
technological transfers from the West.

18. The technological advances of 1973 were made against a
background of political factionalism, which involved the longstanding "red
versus expert”  dilemma. Warnings against material incentives, cloistered
academic studics, clitist trappings, and even bourgeois music have not been
cxeended to foreign technology, at least to the point where neceded
technology is spuracd. The widening of reiations with the United States
has alrcady provided access to high-technology civil aircraft and
communications equipment, Chinese academics, industrial technicians, and
cconomic burcaucrats now have greater opportunity than during the Cultural
Revolution to read foreign technical literature and to talk with their Western
counterparts,

19. At the beginning of 1974, China lags 5 to 20 years or more behind
in the various branches of industrial technology. While China strives to catch
up, the leading industrial nations drive ahead to still further technological
achievements. China clearly is muaving ahecad in absolute terms and s
outdistancin_ Hther large less devcloped countries such as India, Pakistan,
and Indoncsia. At the same time, China probably is not gaining ground
on the fast-moving high-tcchnology nations such as the United Statcs, Japan,
and the lcading West European countrics.

Forcign Trade

20. Worldwide inflation, the revaluation of major currencies, and an
increasc in grain imports and other commodity flows caused the dollar value
of China's forcign trade to increase at an unprecedented ratc in 1973, Total
trade jumped from $5.8 billion in 1972 to about $8.5 Uiilion. Imports
increased to roughly $4.5 biilion, up from $2.8 billion in 1972. Exports
incrcased morc slowly, from almost $3.1 billion in 1972 to perhaps
$4 billion in 1973. Pcking incurred a trade dcficit of approximately
$500 million with the non-Communist world.

21.  Sharp increascs in the volume and prices of imported agricultural
products and acceleration in purchases of complete industrial plants
highlighted China's trade in 1973. Hecavy purchasing of wheat, corn, cotton,
and soybcans was the major factor in Chian's trade deficit with the
non-Communist countrics. The United States, China's largest supplicr of

7
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farm products in 1973, moved up to the number two position among
Peking's trading partners. Total Sino-US trade reached approximately
$850 million, of which about £65 million were Chinese exports.* In 1973,
China contracted for $1.2 billion in whole plants — mainly chemical
fertilizer and artificial fiber plants ~ from Japan, the United States, and
Western Europe; Peking made use of medium-term credits to finance asout
two-thirds of the value of these contracts. China's export earnings in 1973
were boosted by increased rice exports at higher prices and by price hikes
for most Chinese goods sold at the Spring Canton Fair.

22, China's trade in 1974 will continue to increase at a substantial
rate. Peking already has signed contracts to import larger quantities of
agricultural products in 1974 than in 1973. Furthermore, deliveries will
begin on Chir...'s billion-dollar plant import program as well as the more
than one-half billion dollars worth of other machinery and equipment
contracted for in 1973. Trade with the United States'in 1974 may surpass
the §1 billion level, primarily because of continued large-scale agricultural
imports. Chinese exports to the United States will remain only a fraction
of imports.

23. In 1974, China is continuing to negotiate for a number of
industrial plants, with a total value of about $1 billion. Discussions are
now in progress, for example, for a steel mill complex to be supplied by
either a Japanese or West German consortium at a price upwatds of one-half
billion dollars. The domestic political difficulties of the first two months
of 1974 could upset the signing of new contracts and slow down the growth
of new economic ties with the industrial West. On balance, however, we
believe new contracts will continue to be sigrned through 1974-75. China
almost certainly will continile to run a substantial trade deficit with the
non-Communist countries. Peking will meet these deficits primarily through
a combination of short-term and medium-terrn financing.

An Overview of Political Economy in China

24,  Looked at in the broadest sense, the Chinese economy has (a) the
natural resources of a superpower, (b) a sturdy, disciplinable population
which is unsurpassed human raw material for the economic development
process, (c) grievously high labor/land and labor/capital ratios, and-(d) a
hard-driving leadership determined to restore China to its rightful place in
Asia and the world at large. Once minimum consumption and military
requirements have been satisfied, the leadership has put China's growing
resources intc the expansici and modernization of industrial capacity. Yet

* The figure for Sino-US trade includes an estimate of the freight charges on Chinese imports
from the United States 1o reflect what is believed te be Chinese statistical practice. The figure
is about 15% higher than that reported by the US Department of Commerce, which quotes all
trade data on an f,0.b. basis,

8
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economde development s not the paramount goal, for Mao values the
revolutionary soul of' man far above his material comfort, ‘Thus, two political
cataclysms - the Great Leap Forward  (1958-60) and  the Cultural
Revolution  (1966-69) ~ have interrupted cconomic development under
China's Soviet-style command economy. In spite of the deep-rootedness of
Communist cconomic Institutions and practices, unanticipated political
developments = for example, changes following in the wake of Muo's
death - could once more call off ull cconomic bets.
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